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REVIEWS
Writings in Accounting

PHYLLIS E. PETERS, CPA, Editor
Touche, Ross, Bailey & Smart
Detroit, Michigan

“STATISTICAL SAMPLING FOR AUDI
TORS: A NEW LOOK,’ William H. Kraft,
Jr., THE JOURNAL OF ACCOUNTANCY,
August 1968, Volume 126, Number 2.
In this article Mr. Kraft considers problems
regarding the determination of an audit sample
size. The auditor is faced with a twofold
problem: First, he must recognize that he is
not primarily a statistician; second, application
of statistical sampling to auditing is only
one of several techniques the auditor uses.
A subjective evaluation of data also is es
sential in auditing.
The author observes that statistical sam
pling appropriate for auditing significantly
differs from traditional sampling in that the
auditor’s sample is not his only source of in
formation. Rather, the sample is used basically
to reinforce or to modify opinions developed
from other sources, most of which require sub
jective evaluations. Thus, the extent of test
ing (sample size) and the reliability level
used should take into account these subjective
data.
This article presents a method by which
an auditor can objectively combine (1) his
subjective evaluation with (2) the objective
sample results to produce (3) a quantitative
statement of the auditor’s overall assurance
in the system being audited.
The method utilizes Bayesian statistics, a
technique which currently is being adopted
in many decision-making situations. The de
tails of the technique are explained in the
article, and application of the method to a
typical audit situation is outlined. The method
requires the auditor to quantify his initial
or prior assurance in the system being eval
uated. By utilizing a series of statistical pro
cedures, none of which are difficult to under
stand or to apply, the auditor is able to
arrive at a quantitative evaluation of the
system which represents a combination of his
sample result and his other subjective sources
of information.
The method’s value for auditors lies in its

reliance on both sampling and an evaluation
of subjective factors. The difficult problem of
determining whether a sample size is ade
quate also is considered. Auditors are well
aware that large sample sizes are necessary
to support a high degree of assurance if a
sample is the sole criterion for measuring the
reliance an auditor can place in an account
or an internal control system. By introducing
subjective probabilities into the process, sam
ple size can be reduced significantly while
a high level of reliability is still maintained.
Mr. Kraft does not claim his method to be
a panacea, but he does assert that the tech
nique will tell the auditor how well the
results of a detailed test of transactions and
documents support his own initial subjective
appraisal of the system. Furthermore, the audi
tor will have an objective basis for determining
the adequacy of his sample size.
Linda H. Kistler, CPA
Lowell Technological Institute
“ATTACKING A SPECIAL PROBLEM IN
ACCOUNTS RECEIVABLE,” Edward S. Cor
win, CPA, MANAGEMENT SERVICES, Vol
ume 5, No. 2, May—June 1968.

This article describes the system designed
to handle the accounts receivable of a retail
furniture store which made a change from
installment to the revolving credit method of
selling.
Because of the store’s size, a computer
installation of its own was not warranted.
Therefore, services of a service bureau were
secured. The new system has resulted in
sufficient saving to pay % the cost of the
new system plus considerable increased in
come. Another advantage of the new system:
office copies of delinquent statements go to
the credit department for action, a procedure
which eliminates fingering through 8,000
ledger cards each week to locate 1,200 delin
quents.
Dr. Bernadine Meyer
Duquesne University
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"DATA AND INFORMATION MANAGE
MENT SYSTEMS,” Harry H. Elwell, Jr. “IN
TRODUCTION TO EDP-CONTROLLED
INVENTORY CONTROL” L. James Sasan
ecki; MANAGEMENT SERVICES, AICPA,
New York, Volume 4, No. 6, NovemberDecember 1967.

This issue of MANAGEMENT SERVICES
contains two articles on data processing and
information management systems which should
be of general interest to persons in business.
In his article, Mr. Elwell discusses, with
the aid of a number of diagrams and charts,
the management of paper work and concludes
by saying that there is nothing in the system
outlined that cannot be put into practice by
large or small businesses. The purpose of a
properly designed and administered data and
information management system is to ensure
that a minimum of essential documents is
acquired at minimum cost, that the documents
acquired are distributed only to those per
sonnel who have a valid need for them, and
that the distribution is timely.
The first step toward setting up effective
data management is to define and establish
explicit guidelines or policies to which all
personnel are required to adhere. Several
guiding policies are stated and these are
followed by five fundamental criteria for a
sound data and information management sys
tem. Mr. Elwell believes that the system must
(1) identify minimum, essential, authorized
paper work, (2) describe and code data for
computer or tabulating machine input, (3)
standardize documents wherever possible, (4)
establish authorized document archives, and
(5) control document distribution and records.
The practices and procedures which the
U. S. Air Force Systems Command, the De
partment of Defense, and other organizations
have found to be necessary for effective
management have been included in the article,
but it occurs to this reviewer that the funda
mental criteria listed above could, with the
exception of (2), be adopted by even the
smallest company without the aid of a com
puter.
The second article deals with the com
puterization of inventory control and seems to
tie in logically with the first article since
inventory control can produce a great deal of

paper work. Also, timely data on inventories
is an important management tool. Mr. Sasan
ecki points out that computerization of in
ventory control has enabled many companies
to reduce the size of their inventories, to
reduce production costs through improved
planning, and to reduce clerical costs through
mechanization—all without sacrificing customer
service.
The company that computerizes inventory
control may choose between two basic ap
proaches. Electronic equipment can be used
to perform existing clerical functions cheaper
and faster or the computer can be made the
basis of a completely new system, stressing
decision making. Really significant benefits are
more likely to result from the latter approach.
In the article, Mr. Sasanecki discusses the
three basic types of data processing equipment
—the card system, punched paper tape or
magnetic tape, and magnetic disks—and states
that the choice of basic equipment depends
on the nature of the data processing system.
In general, cards and tape are more suitable
for batch processing of data. Companies with
real time systems that demand random access
are more likely to use disks. Often two or
even perhaps all three of the basic types of
system are combined.
The article concludes with a brief discussion
of trends and points out that the trend is
toward more use of specialized input and
output devices, particularly across long dis
tances.
Mary E. Burnet, CPA
Rochester Institute of Technology

“THE MANAGEMENT AUDIT” F. J. Rigg,
THE INTERNAL AUDITOR, Volume 25,
No. 3, May/June 1968.
If you were unable to attend the ASWA
Eastern Regional Conference in New Orleans,
May 1968, and missed hearing Mary Lou
Hawkins, ASWA president-elect, discuss the
work of the internal auditor with respect to
operational auditing rather than just financial
auditing, here is an article that helps to
explain the management audit—one done on
behalf of management rather than the share
holders.
Dr. Bernadine Meyer
Duquesne University

THE ENTREPRENEUR

It is useful to the accountant, in an effort to live with some of the more fancifully constructed
financing gymnastics that the more daring (and often successful) clients perform, to consider the state
ment of one of this interesting, dynamic breed: "Anyone can buy a thing if he has the money to do it.
To buy a business without having money is what takes the brainwork."
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